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SUBJECT: ARMS SUPPLY POLICY TOWARD BANGLADESH 

REF: A. DACCA 5438; B. STATE 252346; C. STATE 258148 
1 . IT APPEARS FROM PARA 2 OF REFTEL A THAT DCMLA ADMIRAL 
KHAN MAY HAVE MISUNDERSTOOD OR MISINTERPRETED SOME ASPECTS 
OF OUR ARMS SUPPLY POLICY TOWARD BANGLADESH, IN PARTICULAR, 
WITH RESPECT TO CREDIT. CHARGE, AT HIS DISCRETION, RE- 
QUESTED TO SEEK MEETING WITH ZIA AND KHAN (AND TABARAK 
HUSSAIN IF CHARGE BELIEVES THIS APPROPRIATE) TO CLEAR UP 
APPARENT MISUNDERSTANDINGS. AMBASSADOR WOULD THEN BE IN A 
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SHOULD THIS ISSUE ARISE IN HIS INITIAL CALLS ON BANGLADESH 
OFFICIALS. 

2. IN THE COURSE OF OUR THREE SEPARATE EXCHANGES WITH KHAN 
AND SIDDIQI ON OCTOBER 5. 6, AND 15. WE MADE IT CLEAR THAT 
NEITHER "CONCESSIONAL" CREDIT TERMS NOR GRANT AID (EXCEPT 
POSSIBLY FOR TRAINING) IS POSSIBLE. MR. HABIB STRESSED TO 
KHAN THAT THE USG HAS VIRTUALLY NO FLEXIBILITY ON TERMS 
(PARA 9, REF B). HABIB POINTED OUT THAT ANY CREDIT EX- 
TENDED WOULD HAVE TO BE AT THE COST OF MONEY (CURRENTLY AT 
AN 8 TO 8.5 PERCENT RATE) AND FOR RELATIVELY SHORT TERMS 

(7 TO 10 YEARS). AS REPORTED, KHAN SEEMED TO UNDERSTAND 
THE IMPLICATIONS OF HABIB'S STATEMENT AS HE PROFESSED 
SHOCK IN HEARING THESE RATES AND CALLED THEM "UNACCEPTABLE." 

3. CONCESSIONAL CREDITS ASIDE, WE HAVE DONE OUR BEST TO 
MAKE IT CLEAR TO THE BANGLADESHIS THAT ANY CREDITS, EVEN 
AT PREVAILING COMMERCIAL RATES, WOULD BE DIFFICULT TO COME 
BY. MR. HABIB TOLD BOTH SIDDIQI AND KHAN THAT WE HAVE 
STRONG INHIBITIONS ABOUT GRANTING ANY CREDITS TO THE BDG 
ESPECIALLY IN LIGHT OF OUR SOUTH ASIAN POLICY AGAINST FMS 
CREDITS AND THE POSSIBLE CONGRESSIONAL REACTION TO SUCH 
CREDITS WHICH COULD PUT IN JEOPARDY OUR ECONOMIC ASSIST- 
ANCE PROGRAM. KHAN AGREED THAT THE ECONOMIC ASSISTANCE 
PROGRAM WAS OF PRIME IMPORTANCE. 

4. IT SHOULD BE MADE CLEAR TO THE BDG THAT WE PROVIDED 
THEM WITH THE PAPER ON FMS FINANCING FOR THEIR INFORMATION 
ONLY AND THAT WE DID NOT IMPLY THEREBY THAT SUCH CREDIT 
(OR EVEN FMS ELIGIBILITY) WOULD BE FORTHCOMING. 

5. WE ARE POUCHING COPIES OF PROPOSED FMS CREDIT RECIPI- 
ENTS FOR FY 77 WHICH DOD PREPARED FOR CONGRESSIONAL PRE- 
SENTATION. THE LIST REPRESENTS REQUESTED ALLOCATIONS, NOT 
ALL OF WHICH HAVE BEEN AUTHORIZED OR APPROPRIATED. THE 
FY 78 FMS CREDIT PROGRAM HAS NOT YET BEEN FINALIZED. 
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